It Is good to have this opportunity to discuss with you some of my views regarding the inflation which has plagued our economy for the past five or six years. It seems important to me that all of us understand current economic stabilization problems and the efforts of our public officials to handle them. I hope that my remarks this evening will be of interest to you in two ways. First, they might help you in formulating your business decisions. Second, they may help you as public opinion leaders to encourage good stabilization policies. If our economy is ever to contain inflation, we must have leaders who are aware of the causes of inflation, of its costs to our society, and of the difficulties inherent in reducing inflation once it is allowed to run rampant.
Then, in mid-1968 a program of reducing the rate of increase in Government spending and increasing taxes was adopted with a view to bringing the excessive rate of growth in total spending more into line with growth in potential output of goods and services. However, it was not until the rate of growth in the money stock was reduced markedly in 1969 that the stage was set to bring total spending more in line with growth in our economy's productive potential.
Curbing a long established inflation has proven, once again, to be both slow and costly. Only in recent months has there been any evidence of a slowing in the rate of price increase, and the period is still too short to conclude definitely that there has been a marked waning of inflation. I am confident, though, that if monetary growth is limited to a moderate rate for the next several months, there will be significant, but slow, abatement of inflation. On the cost side of reducing inflation, there has been a slowdown in output of goods and services accompanied by a rise in unemployment. It should be pointed out, however, that the present slowdown has been much less than during any of the other such slowdowns during the past twentyfive years.
I turn now to the main theme of this discussion -some lessons to be learned from the present inflation. In discussing these lessons, I will point up some of the failures of commonly accepted Digitized for FRASER http://fraser.stlouisfed.org/ Federal Reserve Bank of St. Louis economic ideas regarding economic stabilization which have been instrumental in permitting our present inflation to develop. By the commonly accepted economic ideas, I mean the very simple form of analysis taught in the majority of undergraduate economic courses for the past twenty-five years. Although most economists have now advanced beyond this naive analysis, it still permeates the thinking of the general public, and many business and financial leaders, news writers, politicians, and public policymakers.
The first lesson, and I believe the most important one, is
that inflation is primarily a monetary phenomenon, whereas the conventional view has placed great stress on Government deficits, union power, and business monopolies as causes of inflation. There is now considerable evidence from studies at our Bank and by others that the excessive total spending which led to a high and accelerating rate of price advance was generated, for the most part, during 1964 to 1968 by the exceedingly high rate of monetary expansion of that period.
As I pointed out earlier, rapid growth in Government spending
and deficits is not a major source of inflation unless accomodated by growth in the money stock. Likewise, upward pressures on prices from union or business monopoly actions are not likely to initiate a period of inflation unless accompanied by rapidly rising total spending. interest rate movements reflect inflationary expectations argue that when prices are expected to rise borrowers are willing to pay higher interest rates because they will pay back with depreciated dollars. In addition, any delay in making purchases using borrowed funds will result in high costs in the future. We also argue that lenders will ask for higher interest rates in order to protect the purchasing power of their funds. Thus, both demand and supply forces during a period of inflation lead to higher and higher interest rates. There is also considerable cost in eliminating inflation.
Such a rise in total spending requires expansive actions on the part

Many who followed conventional views
With restricted growth in total spending and with prices continuing to rise for some time, output of goods and services stagnates or is reduced. 
As a consequence, there is a loss of jobs and income to many individuals
